This study examines the relationship between ownership concentration and the extent of financial ratio disclosures (EFRD) in the 2007 annual reports of Australian listed firms. Using agency theory as theoretical background, it is suggested that firms with more concentrated ownership structures are less likely to provide voluntary disclosure of financial ratios information. The univariate tests demonstrate that profitable firms, those firms audited by Big4 auditors and firms belonging to financial services industry communicate more financial ratio information. OLS regressions show that more dispersed shareholding firms" are significantly associated with EFRD. Profitable and larger firms audited by independent and Big4 audit firms additionally reported more extensive financial ratio information.
Introduction
The purpose of this study is to examine the impact of ownership structure on the extent of financial ratio disclosures within the annual reports of Australian Stock Exchange (ASX) listed firms. The annual reports of 300 firms listed on ASX are gathered and analysed. The research objective is to derive insights on the reporting practices of financial ratios by Australian companies. Communication of information such as financial ratios enhances the understanding of the financial statements for potential investors. Financial ratios enable these investors to make more informed investment decisions.
A comprehensive financial ratio disclosure index is developed based on past literature (Horngren et In balancing all incentives and supports initiated by the government, it is now the companies" task to accomplish their role in promoting Australian companies to potential investors, both locally and internationally. One possible way in highlighting companies" strong financial position is to disclose a comprehensive set of financial ratios in annual reports. Communicating this simple and quick data set will likely attract investors" attention and enhance decision-making.
An examination of the relationship between ownership concentration and financial ratio communication within Australian annual reports is important due to several factors. The Australian Securities Exchange (2008) recently conducted a study examining the attitudes, knowledge and behaviour of retail share market investors in Australia. From the survey, they find that 6.7 million people or 41% of Australian adults (18 years and above) are involved in the share market, a decrease from 55% and 46% in 2004 and 2006 respectively. In comparison, the percentage is 45% in the U.S, 21% in Switzerland, 18% in the U.K and Sweden, and 14% in Germany. In addition, Australian Securities Exchange (2006) notes Australian shareholders own more overseas shares, are increasing the number of companies held in their portfolios, have a more diverse mixture of large and small companies and have increased the number of shares bought and sold in 2006 as compared to previous years. These figures imply that the broad share ownership in Australia is an important and fundamental characteristic of the domestic economic landscape. This more active involvement in the share market possibly motivates them to seek important and relevant information such as financial ratios in making informed investment decisions.
Further, in relation to the investor" education background, the ASX"s study provide evidence that 46% and 42% of post graduates and degree holder respectively owned shares in 2008, with 46% of them having more than $100,000 household income. However, 46% of the direct investors are self-rated as not being very knowledgeable, with only 5% feeling they are very knowledgeable. It seems that that at least half of contemporary Australian investors are non-sophisticated participants. Thus, providing them analytical tools like financial ratios is likely to enhance their understanding of a company"s prospects and achievements. As suggested by Smith and Taffler (1992) , sophisticated users are more likely to understand accounting language compared to unsophisticated users. Smith and Smith (1971) link communication theory with the financial reporting function, specifically in relation to notes to the accounts. They find that notes to the financial statements are only understandable by certain groups of sophisticated readers. There is evidence that less than 20% of the U.S. adult population have sufficient education to understand this complex information. Chang et al. (1983) surveys 4000 individual investors, 900 institutional investors and 900 financial analysts in the U.S., UK and New Zealand. They conclude that financial statements are considered as most important source of information. However, sophisticated users (institutional investors and financial analyst) rank financial statements as more important than nonsophisticated users (individual investors).
In relation to financial ratio disclosures, Watson et al. (2002) argues that the financial ratio information is valuable to financial statements users in providing a useful tool to assess and compare a company"s performance. The disclosure of financial ratio can be viewed as a new information or serving as a confirmation role for readily available old information. Watson et al. (2002) argue that new or confirmatory old ratio data is valuable. They state that the inclusion of old items aids users" understanding, provides economies on their time and reduces cost of obtaining information elsewhere.
There are two recent studies in the Australian context examining these issues. Mitchell (2006) applies signalling theory on early 1990s data. He finds that companies selectively communicate financial ratios that are favourable. On the other hand, Morton and Harrison (2009) utilise a different perspective of measuring financial ratio disclosure. They calculate the level of disclosure using content analysis based on number of pages taken up by any disclosure of financial ratio. They conclude that larger and profitable firms, with more independent board of directors allocate greater space for financial ratio communication. This study extends these past studies through an examination of possible linkages between ownership concentration and financial ratio disclosures.
Theoretical Position and Hypothesis Development
Many studies in the past examine the association between the financial reporting practices with agency theory (Taylor et Jensen and Meckling (1976) outline three components of agency cost: monitoring cost, bonding costs and a residual loss. Monitoring costs are exercised by the principals to monitor the agents" behaviour in aligning their interest, such as audit fees. On the other hand, bonding costs are incurred by the agents themselves to bond their actions, so that is in line with principals" concern. Cost of financial reporting is an example of bonding cost to ensure the principal are informed about agents" decisions and actions. Further, any misalignment of interests between agents and principals possibly would incur a residual loss.
One possible problem with conflicting agency relationship is information asymmetry. This is the situation where the agents have great advantages in possessing and utilising inside information for their own benefit than the principals. This situation occurs because the managers are dealing with day to day operations of the firms and they have the first hand information, whether good or bad, especially about the company. It is argued that voluntary disclosure 12 reduces the information asymmetry problem (Healy and Palepu 2001 A financial ratio is defined as a mathematical relation between two quantities (Subramanyam and Wild 2009 ). Financial ratio analysis is important for several reasons: it provides a better picture of the underlying firms" financial condition (Subramanyam and Wild 2009 ), a signalling tool (Mitchell 2006) , allows better access and comparison of a company"s performance (Watson et al. 2002) and serves as an alternative to possible misleading influence of the absolute dollar figures (Courtis 1996) . In addition, financial ratios are often used in predictive studies (Altman 1968; Beaver 1966; Neophytou and Molinero 2004) .
The disclosure of financial ratios in the annual reports arguably enhances stakeholders" knowledge base in several ways. First, the disclosures can enhance the understanding of stakeholders by providing them a quick and simple tool with easy to understand heuristics that highlight the firms" performance. Assessment of firm performance can be further enhanced if the ratio data is presented using graphs or tables (Courtis 1996) that depict changes over time. Second, communicating financial ratio information can provide users of financial statements with new information that is not comprehensively presented in any single media (Watson et al. 2002) . This information would be especially meaningful for non-sophisticated users in evaluating and making 12 Meek et al. (1995, p . 555) define voluntary disclosure as "disclosure in excess of requirements-represent free choices on the part of company managements to provide accounting and other information deemed relevant to the decision need of users of their annual reports" informed investment decisions. Further, some ratios are not easily computable by readers because of the non-availability of inside information (Gibson 1982) . Therefore, providing ratios such as account receivables turnover in the annual report could offer important insights of firms" financial health position to stakeholders. Alternatively, disclosure of financial ratios can efficiently reduce the time and cost of obtaining and processing information (Watson et al. 2002) elsewhere. Graham et al. (2005) suggests that among the reasons why companies choose to provide voluntary information is the reduction of the cost of capital and to provide important information to investors that is not readily available or understood in the mandatory financial statements. Arguably, when companies disclose financial ratio in the annual report, their management is communicating the importance of financial ratio information. By providing such voluntary disclosure, managers must believe that the benefits outweigh its cost (Watson et al. 2002) .
There are three key recent studies focussing on financial ratio disclosures in the annual reports (Appendix 1 provides more detail). Morton and Harrison (2009) analyse the annual reports preceding and after the introduction of IFRS in Australia finding very similar results of virtual uniform communication of financial ratios between years. Watson et al. (2002) investigate the accounting ratios in the top 313 U.K. firms using a dichotomous measure to examine the level of disclosure of five major categories. They find evidence that company performance, size and industry significantly influence the level of ratio disclosure. However, both these studies did not specific what ratios were examined making direct comparisons impossible. Mitchell (2006) focuses on ten specific ratios in his examination of Australian firm"s disclosure using early 1990s data. His result suggests that managers" incentive in providing financial ratios varies in term of frequency, location and type of ratio.
These past studies are thus hampered by the narrow or undefined choice of financial ratio selection. Therefore, this current study will provide greater insight and clarity by developing a comprehensive financial ratio disclosure index consist the 43 most common ratios (Hoggett et Table 2 ). The ratios are further categorised into five Table 1 presents the descriptive result for the EFRD and five key sub-categories. Overall, the communication of financial ratio in the annual reports is low. On average, the sample of Australian firms only communicates 5.3% of the 43 ratios investigated. The result also portrays two-tiers of reporting level, dominated by the first three sub-categories (Share Market Measures, Capital Structure and Profitability) ranging from 7.4% to 9.0%. On the other hand, the other two categories (Liquidity and Cash Flow) communicate less than 1% of ratios. Legend: SD is standard deviation; n=300.
Empirical Tests

Results
Figure 1. EFRD by specific ratio
Overall, the communication level of the specific ratio can be classified into three categories: minority reporting (more than 10%), very low (less than 10%); and silent (zero communication). 10% cut-off point is use because on average, none of the sub-category providing more than 10%. Figure 1 shows that out of 43 investigated ratios, 19% of them are minor communicated by the sample firms. More than half (56%) of the ratios are very low reported and 25% of them are not communicated at all. In summary:  Table 2 provides a deeper level of detail by listing each specific ratio within every major subcategory. The key findings are that whilst there is some level of communication for the share market measure, capital structure and profitability categories (ranging from 7.4-9.0%) there is virtually no communication of any liquidity or cash flow style ratios (0.2-0.9%). Moreover, only four ratios are disclosed by more than 20% of the Australian companies. These are total shareholder return, net tangible assets per share, gearing and return on equities.
Univariate tests are conducted to examine the relationship between EFRD and several categorical variables. The findings indicate that the EFRD is significantly different between profit (with mean of 7%) and loss (with a much lower average of 1.2%) firms (Table 3 ). This result implies that profit-making firms communicate more financial ratio in their annual reports as compared to the loss firms. In addition, the t-test analysis also confirms that firms audited by Big 4 audit firms (KPMG Peat Marwick, Ernst & Young, Deloitte & Touche and PriceWaterhouse Coopers) report more extensive financial ratio information (6.9%) compared with non-Big4 auditors (2.4%). An ANOVA test is carried out to ascertain the association between EFRD and industry sector groupings. As shown in Table 4 , the resource sector communicates the least EFRD (mean of 3.1%), while the other main industry groupings (manufacturing, services and financial) provide approximately almost double that figure. A Tukey HSD test (not shown for brevity) confirms that the resource industry companies report significantly lower EFRD than service and financial firms. Legend: *,**,*** Highly significant at the 0.01 level, Significant at the 0.05 level, Moderately significant at the 0.1 level respectively (2-tailed); EFRD is Extent of financial ratio disclosure; Industry are the four major categories of industry (Tower et al. 1999 ) namely Resources, Manufacturing, Services and Financials. Table 5 displays the correlation matrix between EFRD and predictors variables. EFRD appears to be not associated with ownership concentration. However, several control variables such as firm size, industry, profit/loss firms and type of auditors are related to EFRD for both Pearson and Spearman correlations. As the correlation coefficients between the variables is below the critical limit of 0.80 (Hair et al. 2006) , multicolinearity is adjudged to not be a concern. Legend: *, **, *** Correlation is highly significant at the 0.01 level, significant at the 0.05 level, moderately significant at the 0.1 level respectively (2-tailed); EFRD= Extent of Financial Ratio Disclosure; OC= Ownership Concentration; FSIZE= Firm Size; NAF= Non audit fees, IND= Industry; PLF= Profit/ Loss Firms, AUDTYPE= Big4nonBig4 Table 6 presents the multiple regressions finding for the dependent variable (EFRD) and the possible predictor variables. The result reveals that the model is statistically significant (1%) with F-value of 42.083. The adjusted R 2 is 0.452, indicating that 45.2% of the variation in the EFRD can be explained by the model. The regression result confirms that ownership concentration has a moderately significant (p-value < 10%) association with EFRD as expected. It seems that companies with more dispersed shareholding communicate more financial ratio in the annual reports. Thus, H 1 is supported; albeit at a moderate statistical level. This result is consistent with Mitchell"s (2006) earlier Australian findings. In addition, several control variables also contribute valuable insights on the reporting policy of financial ratio. Firm size, auditors" independence (measured as the level of non-audit fees (NAF)) and profit/loss firms are highly significant (p-value < 1%) predictors in determining the level of FRDs. The results indicate that profitable and larger firms; with more "independent" auditors disclose more financial ratio information. Lastly, the type of auditor (Big4 versus Non-Big4) also significantly influences the firms" decision to report financial ratio. Consistent with univariate tests, Big4 clients present more financial ratios than their counterparts in the annual reports. Interestingly this study finds uniformity in financial ratio communication across industry sectors.
Implications and Conclusion
This study provides a cross sectional evaluation of the extent of financial ratio disclosures (EFRD) within the 2007 annual reports of 300 Australian listed firms. The examination of EFRD and its five key subcategories is based on an extensive 43-items disclosure checklist derived from the accounting literature. The findings show the level of EFRD is low in absolute figure with companies communicating only 5.3% of the 43 financial ratios benchmark list. There are several possible reasons for such a low level of disclosure. Australian managers may feel that the dissemination of financial ratio data is not a critical issue to be addressed in the annual reports. Conversely, they may choose not to show a comprehensive range of ratios that may not show their companies in the best possible light, instead they may very selectively pick and choose what is to be highlighted. They may also feel that financial ratio analysis is best conducted by expert financial intermediaries thus focussing more on institutional shareholders and less on non-sophisticated investors.
The findings also suggest that the ratios in the Share Market Measures, Capital Structure and Profitability sub-categories are to a limited degree communicated (7-9%). One possible reason for the situation is that these categories are directly related to the stakeholders such as shareholders and future investors (Watson et al. 2002; Mitchell 2006 ). These categories of ratios portray the performance of the firm and how efficient the firm"s managing their sources of capital. These are among important and useful elements in making investment and evaluation decisions. Another reason is that these ratios have been ranked as important ratios, either by the users or the preparers in the previous studies. In addition, Cotter (1998) notes that leverage and interest cover are the most commonly used covenants in public and private debt contracts. Hence, maintaining these ratios are important in ensuring companies continuously having sufficient funds. However, given the low level of reporting of such data noted in this study, it appears that Australian company managers do not believe that these ratios are important to be communicated to the shareholders.
Yet, Table 2 shows virtually no dissemination of liquidity and cash flow ratio data. Al-Ajmi (2008) surveys the perceptions of credit and financial analysts of the usefulness financial ratios. He finds that both credit analysts and financial analysts rank cash flow based ratios lower than non-cash-based ratios. It appears that investors consider the information in the cash flow statement as less important in comparison with the balance sheet and the income statement; company managers may share this viewpoint.
Overall, it can be concluded that the level of financial ratio in Australian annual reports remains very low with 81% of the ratios disclosed at a 10% or less rate. Ownership concentration is tested as a possible predictor for the level of EFRD. The statistical results reveal that there is a moderately negative association between the ownership concentration and the EFRD. It appears that voluntary disclosure of financial ratios (at least to some degree) mitigates agency problems when the company has dispersed shareholding. This result is consistent with prior studies such as McKinnon and Dalimunthe (1993) As a control variable, firm size is found positively and significantly 13 correlated with EFRD. The regression results also indicate that the more independent the auditor, the more financial ratios with higher quality provided in the annual reports. Moreover, both univariate and multivariate tests reveal that companies audited by Big4 audit firms 13 Higher political visibility as argued by agency theory is one of possible reason by bigger companies provide more financial ratios in their annual reports. In addition, bigger firms appear to have higher agency costs, and the provision of freely available financial ratios in their annual reports possibly could lower the agency problems. Other possible reason is that bigger firm normally have better disclosure practices because they have lower unit cost in accumulating information. Bigger firms also provide more financial ratios because they need greater financing. By providing the relevant information, possibly they could attract more potential investors and financiers. This result is consistent with previous studies such as Ho provide more financial ratios. In addition, it appears that profit firms provide more financial ratios in their annual reports. One possible reason is that they wanted to show that they are performing well, and trying to attract potential investors in order to gain additional capital. Profit firms also could be associated with political visibility as suggested by agency theory. The result is consistent with pervious study conducted by Labelle (2002) who argues that firms with good performance are more likely to invest in quality disclosure. This is because profit making firms are better placed to invest in governance practices that can be subsequently be disclosed.
In conclusion, the findings of this study suggest the levels of financial ratio disclosures in the Australian annual reports are very low, with a slight improvement for Share Market Measures, Capital Structure and Profitability sub-categories. There is virtually no transparency of Australian companies" financial activities and prowess. Consideration should be given for more regulatory intervention consistent with the past requirement for mandatory disclosure of the Earnings per share ratio. A greater level of communication could enhance decisionmaking and stakeholder understanding particularly for the smaller less sophisticated users.
